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SUBJECT: Taxpayer Health I nsurance Deduction — 100% of Amount Paid

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED 3-31-98 STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BI LL

This bill would allow all Personal Income Tax Law taxpayers to deduct from gross
i ncone 100% of the cost of health insurance.

SUWMVARY OF ANMENDMENT

The amendnment renpved the following two provisions that Iimt the deduction of
heal th i nsurance:

the sel f-enployed incone |limtation; and

the taxpayer or taxpayer’s spouse cannot be eligible to participate in a
subsi di zed enpl oyer sponsored health plan imtation.

The amendnent resolved the departnment’s remai ning Policy Consideration.

EFFECTI VE DATE

As a tax levy, this bill would be effective upon enactnment, and becone operative
for taxable years beginning on or after January 1, 1998.

DEPARTMENTS THAT MAY BE AFFECTED:

STATE MANDATE GOVERNOR SAPPOINTMENT
Board Position: Agency Secretary Position: GOVERNOR’'SOFFICE USE
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SA OUA SA OUA Position Approved
N NP N NP Position Disapproved
NA NAR NA NAR Position Noted
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SPECI FI C FI NDI NGS

Except for the discussion in this analysis, the analysis dated March 31, 1998
still applies.

This bill would permt all individual taxpayers to deduct from gross inconme 100%
of the cost of health insurance. Under this bill the deduction would not be
limted to the ambunt of the taxpayer’s self-enployed earned i nconme (as under
current federal and state law). The deduction would only be limted to the
anmount paid or incurred for health insurance during the taxable year and not
excluded from i ncone.

Current federal and state |awdoes not allow a deduction for self-enployed health
i nsurance costs if the taxpayer or the taxpayer’s spouse is eligible to
participate in a subsidized enpl oyer sponsored health plan. This bill would
remove this limtation. All individual taxpayers would be allowed the deduction

FI SCAL | MPACT

Departmental Costs

This bill would not significantly inpact the departnment’s costs.

Tax Revenue Esti mate

Revenue | osses fromthis provision are estimted to be as shown in the
foll owi ng table.

Fi scal Year Cash Fl ow I npact
Ef fective 1/1/98
Enact nent Assuned After June 30, 1998

$ MIIlions
1998-9 1999-0 2000-01
($570) ($490) ($525)

Thi s anal ysis does not consider the possible changes in enploynment, personal
i ncome, or gross state product that could result fromthis nmeasure.

Revenue Di scussi on

The revenue inpact of this provision would be determ ned by the nunber of

i ndi vi dual s who pay any portion of their health insurance prem uns, the cost
of prem uns, and the average marginal tax rate applicable to the deduction
anmount s.

This estimate was developed in the followi ng steps. First, according to the
1996 U. S. Statistical Abstract, the total national health insurance prem um
paynents by househol ds was $70.6 billion for 1994. Second, this nunber was
grown 7% per year to yield $92.5 billion for 1998. Third, it is estinated
that California represents 12% of the national anbunts, generating
approximately $11 billion in qualified insurance prem um paynents. At an
average marginal tax rate of 4.5% the tax | oss would be $500 million for
1998. Fifth, the anmpbunt of current deductions taken under the Persona

I ncone Tax Law by taxpayers (i.e. househol ds including self-enployed) was
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calculated to be approximately $1.1 billion for 1998, representing around
$50 million in tax reductions for 1998 under current |law These steps
result in a 1998 estimate of an additional $450 million tax |oss. The 1998-
9 fiscal year estimate consists of the 1998 tax loss ($450 nmillion) and 25%
of 1999 reflecting reduced estimted tax/w thhol ding paynents. Losses were
grown to reflect a 7% increase in prem uns based on current historica

aver ages.

POSI Tl ON

Pendi ng.



